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NATIONAL CREDIT UNION
ADMINISTRATION

12 CFR Parts 703 and 704

Investment and Deposit Activities;
Corporate Credit Unions

AGENCY: National Credit Union
Administration (NCUA).
ACTION: Proposed rule.

SUMMARY: NCUA is issuing proposed
revisions to the rule governing corporate
credit unions (corporates). The major
revisions to the rule are in the areas of
capital, credit concentration limits and
services. The proposed amendments
enable corporates to remain competitive
in the marketplace while retaining
NCUA’s historic focus on the safety and
soundness of the corporate credit union
system. The major changes to these
areas necessitate some substantive
changes to other provisions of the rule.
Several other minor revisions are
generally either a clarification or a
modernization of the existing rule.
DATES: Comments must be received on
or before August 30, 2002.

ADDRESSES: Direct comments to Becky
Baker, Secretary of the Board. Mail or
hand-deliver comments to: National
Credit Union Administration, 1775
Duke Street, Alexandria, Virginia
22314-3428. Fax comments to (703)
518—6319. E-mail comments to
regcomments@ncua.gov. Please send
comments by one method only.

FOR FURTHER INFORMATION CONTACT: Kent
Buckham, Director, Office of Corporate
Credit Unions, 1775 Duke Street,
Alexandria, Virginia 223143428 or
telephone (703) 518-6640; or Mary
Rupp, Staff Attorney, Office of General
Counsel, at the above address or
telephone (703) 518-6540.
SUPPLEMENTARY INFORMATION:

A. Background

On July 28, 1999, and November 22,
2000, NCUA issued advance notices of
proposed rulemaking (ANPRs). 64 FR
40787, July 28, 1999; 65 FR 70319,
November 22, 2000. Based on the
comments received in response to the
ANPRs, the Board issued a proposed
rule. 66 FR 48742, September 21, 2001.
The Board received 51 comments on the
proposal, 28 from corporate credit
unions, nine from natural person credit
unions, four from credit union trade
associations, one from a bank trade
association, ten from state credit union
leagues and three from miscellaneous
sources. The majority of the commenters
commended NCUA on the process
leading up to the proposed rule. They
expressed appreciation for NCUA’s

responsiveness to the comments on the
ANPRs and the continuous dialogue
NCUA has engaged in with the
corporate community.

In response to the comments received,
particularly in the area of capital, the
Board is issuing a revised proposed rule
for another round of public comment.
The comments to the initial proposed
rule have greatly assisted the Board in
drafting the revised proposed rule and
will be discussed in the relevant section
of the section-by-section analysis.

B. Section-by-Section Analysis

Natural Person Credit Union
Investments Section 703.100

The Board proposed increasing the
limit on a natural person credit union’s
aggregate purchase of paid-in capital
(PIC) and membership capital (MC) in
one corporate to 2 percent of the credit
union’s assets measured at the time of
purchase. The Board also proposed
limiting a credit union’s aggregate
purchase of PIC and MC in all
corporates to 4 percent.

Twenty-five commenters supported
the proposal. Two commenters opposed
the proposal. Those who supported the
proposal indicated the ability of a
natural person credit union to acquire a
higher level of capital in a corporate
will bring about the positive result of
further capital redistribution in the
credit union system. They indicated it
would introduce a degree of moderation
in the amount of capital a credit union
could potentially invest in the corporate
network. One commenter, a natural
person credit union, opposed the
proposal as being too restrictive because
it limits credit unions’ options. One
commenter, a bank trade association,
opposed the proposal as too permissive,
contending it doubles the risk exposure
a natural person credit union could
have in a single corporate credit union.

Additionally, fifteen commenters
suggested a revision to the proposed
wording. The proposal stated the
percentage is based on “the credit
union’s assets measured at the time of
purchase.” Id. at 48755. The
commenters recommended changing “at
the time of purchase” to “at the time of
investment or adjustment.” This would
take into account the adjusted balance
feature of most existing MC accounts.
One commenter suggested the limit in
one corporate and the aggregate limit in
all corporates be set at 25 percent and
50 percent respectively of a credit
union’s net worth, rather than as a
percentage of assets.

The revised proposed rule retains the
increased investment limits in the
proposed rule. Based on the comments,

the Board has made some minor
wording revisions. The term ‘‘aggregate
purchase” in the proposal has been
revised to “‘aggregate amount” and the
term ‘‘time of purchase” in the proposal
has been revised to “time of investment
or adjustment.”

Definitions Section 704.2
Daily Average Net Assets (DANA)

Although not specifically addressed
in the proposed rule, seventeen
commenters requested that the Board
exclude future dated ACH items and
uncollected cash letters that are
perfectly matched on both the asset and
liability sides of the balance sheet from
the definition of DANA. The issue is
whether such transactions should be
recorded on their settlement date (the
date the funds are posted) or on the
advice date (the date the corporate
receives an advice indicating the funds
will be posted on a specific future date).

The Office of Corporate Credit Unions
(OCCU) issued guidance in 2000 to all
corporates stating, ““[i]n order to provide
for a consistent approach to reporting
corporate financial information, we
expect all corporates to record future-
dated ACH transactions as assets and
liabilities on their financial statements
for both regulatory and 5310 (Corporate
Credit Union Call Report) reporting
purposes. However, other external and
internal financial statements can
continue to be prepared based on the
advice of your CPA.” Corporate Credit
Union Guidance Letter No. 2000-03,
August 30, 2000. This guidance was
provided because corporates were using
different reporting practices and there
was a lack of definitive guidance on the
issue under Generally Accepted
Accounting Principles (GAAP).

The commenters stated that several
corporates have obtained opinions from
accounting firms indicating that
accounting for such transactions as of
the advice date is not in accordance
with GAAP. Rather, these transactions
(as well as uncollected cash letters)
should be accounted for on a settlement
date basis. The concern is that DANA is
overstated by inclusion of these items
and capital ratios are understated.
Several commenters also noted that the
definition of “the fair value of assets”
should exclude these transactions from
the Net Economic Value (NEV)
definition.

The Board does not agree with the
commenters that accounting for such
transactions as of the advice date is
inconsistent with GAAP. Rather, there is
a divergence of opinion in the
accounting community on this issue. In
order to ensure a consistent regulatory
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approach, the revised proposal does not
exclude these items from the definition
of DANA. Each corporate should
continue to prepare its other internal
and external financial statements based
on the advice of its CPA.

Capital Section 704.3

Requirements for Membership Capital,
Section 704.3(b)(3)

The Board proposed revising the
existing amortization of MC. Currently,
the regulation requires a constant
monthly amortization of MC placed on
notice so that the full balance is
amortized by the end of the notice
period. The proposal required the full
amortization of MC one year before the
date of maturity or one year before the
end of the notice period. The proposal
also revised the requirements for
adjusted balance MC accounts. These
revisions included limiting the
frequency of adjustments to no more
than once every six months and, if the
adjustment measure is anything other
than assets, the corporate must address
the measure’s permanency
characteristics in the capital plan.

Fifteen commenters opposed the
proposed change in the amortization of
MC and one commenter supported the
proposal. Those opposed stated that it
fails to recognize any portion of the MC
that is still available to cover losses
during the last year. Further, several
commenters suggested amortizing MC
before the end of the notice period is
contrary to GAAP. One commenter
opposed the entire premise of
amortizing MC stating MC that has been
placed on notice should count in full as
long as the full balance is available to
cover losses.

A few commenters commented on
changes to adjusted balance MC
accounts. One commenter suggested
allowing MC to flow in and out of the
corporate, with the corporate setting its
own minimum limit based on its capital
needs. One commenter suggested
allowing a corporate to base the
adjustment on a member’s deposits in
the corporate rather than on its assets.
Another commenter did not object to
the proposed changes in the adjusted
balance MC accounts, but suggested
grandfathering existing adjusted balance
MC accounts.

Several commenters took exception to
the proposed wording in § 704.3(b)(3)
that states, “[w]hen an MC account has
been place on notice or has a remaining
maturity of three years * * *”
(emphasis added). The commenters
suggested replacing “or” with “and.”
The commenters stated that the
corporates issue adjusted balance

accounts with no maturity. Several
commenters suggested adding “‘less
than” before “‘three years” to avoid the
mistaken impression that a three-year
notice account could arguably be
deemed to require amortization before
being placed on notice.

The Board remains convinced that
MC placed on notice should be fully
amortized one year before maturity or
the end of the notice period. The Board
does not believe a corporate should
include capital that will be paid out in
less than a year in risk capital measures.
The Board is also cognizant that five-
year subordinated debt allowed by other
financial regulators is not counted in the
last year. 12 CFR part 3, App. A, § 2(b).
The Board views the change in
amortization as a measure of
consistency with other financial
regulators.

The revised proposal retains the
limitation on the frequency of
adjustment for adjusted balance MC
accounts to no more than once every six
months. The Board desires a greater
degree of permanence for MC. The
Board agrees with the commenter that
existing MCs should be grandfathered
from the change in the frequency of
adjustment since corporates have
already issued disclosures to their
members, which should be adhered to.
However, corporates that have tied their
adjustments to a measure other than
assets are not grandfathered from
addressing the measure’s permanency in
their capital plans.

The reviseg proposal adds the words
“less than” in front of “three years” to
clarify that a three-year notice account
is not subject to amortization if notice
has not been given. The revised
proposal retains the word “or,” rather
than substituting the word “and” as
some commenters recommended,
because the regulation does allow term
MC accounts.

Requirements for Paid-in Capital,
Section 704.3(c)(2).

Although not proposed, based on the
comments and the Board’s desire to
eliminate the proposed minimum RUDE
ratio, the Board has revised the
definition of PIC, so it is a perpetual,
non-cumulative dividend account. This
revision brings PIC in line with the
GAAP definition of equity accounts.
Existing PIC is grandfathered from this
requirement but is subject to the
proposed amortization schedule.
Because new PIC must be perpetual, the
amortization requirement only applies
to grandfathered PIC.

The proposal required an
amortization schedule for PIC similar to
that proposed for MC, full amortization

one year before the date of maturity.
Twelve commenters opposed the
proposed amortization for PIC. The
commenters reiterated the arguments
raised in opposition to the proposed
amortization of MC. One commenter
supported the proposed change to the
amortization schedule. The revised
proposal retains the amortization
requirement for grandfathered PIC. This
position is consistent with that taken for
MC.

Additionally, the proposal eliminated
the existing limitation on PIC, which
limits PIC to 100 percent of RUDE. 12
CFR 704.2. Eight commenters supported
removing the limitation on PIC, and
three commenters opposed it. Of those
in support, one suggested that only PIC
up to 150 percent of RUDE should count
towards any minimum regulatory
capital ratio, but that all PIC should
count towards a total capital ratio. One
commenter opposed to eliminating the
PIC limitation suggested limiting the
aggregate amount of MC and PIC that
counts towards a total capital
requirement to100 percent of RUDE.
The Board agrees with the majority of
commenters and has retained the
deletion in the revised proposed rule.

Finally, the Board proposed
eliminating the requirement in the
current regulation that nonmember PIC
requires NCUA Board approval. The
proposal required Board approval if the
terms and conditions of the nonmember
PIC differed from member PIC. Because
the revised proposed rule requires all
PIC to be GAAP qualifying, the
requirement for Board approval if the
terms and conditions are different for
nonmember PIC is deleted in the revised
proposed rule.

Minimum RUDE Ratio Requirement,
Section 704.3(e)

The Board proposed a minimum
RUDE to moving DANA ratio of 2
percent. In addition, the proposal
eliminated the reserve transfer
requirements because it is unnecessary
if all corporates must maintain a
minimum RUDE ratio of 2 percent.

Forty-six commenters objected to a
minimum RUDE ratio. Two
commenters, a bank trade association
and an individual, supported the
proposal. Many commenters indicated
this requirement was the one they most
vehemently opposed.

Twenty commenters recommended
the adoption of a credit-risk weighted
capital requirement in lieu of a
minimum RUDE ratio. Three
commenters included with their
comments draft credit-risk weighted
guidelines for corporates. Twenty-five
commenters recommended the adoption
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of a “core capital ratio” requirement
alone or in conjunction with a credit-
risk weighted capital requirement. The
core capital ratio would include RUDE
and PIC, with a few commenters
indicating only a portion of PIC should
qualify. Several commenters suggested
there is no need for a minimum RUDE
ratio since NCUA has the authority to
supervise and ensure adequate capital
in corporates through the requirement
that corporates prepare a capital plan.

Nearly all of those who objected to the
minimum RUDE ratio indicated concern
that the requirement would threaten the
very purpose for which corporates exist.
Commenters noted that, in their roles as
the provider and absorber of credit
union liquidity, corporates must be able
to grow and contract in a prompt and
fluid manner. The imposition of a
mandatory RUDE ratio would force
corporates to turn away credit union
deposits. They noted that, not only
would this affect the role of corporates
in the credit union system, but it may
increase risk to credit unions that seek
other means for depositing or investing
their excess liquidity. Commenters
noted that corporates in 2000 and 2001
successfully handled a period of
unprecedented liquidity demand
followed by a period of unprecedented
excess liquidity in the credit union
system. Many commenters expressed
concern that the proposed capital
requirements will introduce a new
factor, which will negatively affect what
risk managers may allow on their
balance sheets.

Commenters noted that corporates
have consistently increased RUDE over
the years. In fact, RUDE has grown at a
higher rate than the minimum
requirements under the regulation.
Commenters suggested the proposal
would force corporates to focus on the
goal of building RUDE to the detriment
of the products and services the
corporates offer the credit union system.
Further, commenters asserted that
lessening the regulatory value of PIC
may lead to an outflow of capital from
the corporate system. Corporates trying
to maximize earnings to build RUDE
may call their PIC to reduce expenses.
Commenters suggested it would take
years to build the RUDE just to replace
the called PIC. The commenters stated
that NCUA'’s concern that corporates
would not continue to strive to build
RUDE, or would arbitrarily decide to
return PIC to members, is baseless and
not supported by past performance.
Further, several commenters stated that
RUDE levels in corporate credit unions
are already adequate, based on the risks
corporates take. Several commenters
noted the 2 percent requirement appears

arbitrary and NCUA has offered no
findings to support that it is an
appropriate level.

Many commenters noted that, while
the proposed preamble indicates a goal
of instituting a RUDE ratio is to reach
a level of capital comparability with
other financial intuitions, the proposal
is inconsistent with the capital structure
of other financial depository
institutions. The commenters noted
some of the other financial regulators
include common stock and
noncumulative perpetual preferred
stock in the determination of their core
capital requirements. As such, the
commenters noted that NCUA’s core
capital requirements for corporates
should recognize PIC.

In keeping with the concept of
comparable capital measures with other
federally-insured financial institutions,
a number of commenters recommended
the adoption of a credit-risk weighted
capital structure. Many commenters
suggested that the new Basel Capital
Accord Proposal establishes a
framework intended to more closely
align regulatory capital requirements
with underlying risk. The proposal
noted that the Board was not
considering a credit-risk weighted
requirement due to the added burden on
corporate credit unions. Several
commenters suggested the proposed
RUDE ratio was more burdensome to
corporates than the adoption of a credit-
risk weighted capital structure. Finally,
several commenters suggested that, if
the Board does not establish a credit-
risk weighted structure at this time, it
should create a working group to study
the issue and make a recommendation
to the Board within the next two years.

In addition to the suggestion of a
credit-risk weighted approach to capital,
several commenters suggested the use of
a core capital requirement. Some
commenters suggested the use of core
capital as a single measure while others
recommended its use in conjunction
with a credit-risk weighted capital
measure. As noted above, several
commenters made reference to the
recognition of common stock and
noncumulative perpetual preferred
stock in the determination of core
capital in other financial institutions.
The commenters noted that MC and PIC
are available to absorb losses before any
impact on the National Credit Union
Share Insurance Fund (NCUSIF). They
contend PIC is a long-term, stable
component of capital because of its
regulatory requirements. As such,
commenters believe NCUA’s core
capital calculation should include PIC.
Some commenters recommended that
all PIC be counted as core capital, while

others suggested a percentage limitation.
Others suggested that only PIC that
qualifies under GAAP should be
included in core capital.

Several commenters noted that PIC
was introduced during the last
regulatory revision. Many corporates
solicited their members and were able to
raise significant amounts of PIC. These
commenters noted their concern for the
reputation of the individual corporates,
and the corporate system as a whole, if
member credit unions are now told the
PIC they committed to the corporate is
not considered ‘“real” capital. Further,
many noted that the influx of funds into
a corporate might not necessarily
translate into an increase in risk. Under
the proposal, the mere inflow of excess
liquidity could trigger the need for a
capital restoration plan. It is possible
that a regulatory requirement could
affect the opinion of the corporate’s
auditors or the rating issued by a
nationally recognized statistical rating
organization. The commenters noted the
ripple effect of these occurrences on the
reputation, as well as the safety and
soundness, of the corporate could be
severe, while no significant increase in
risk has actually occurred.

As noted above, some commenters
stated the existing regulations provide
NCUA with adequate authority to
ensure the capital strength in the
corporate system. Section 704.3(a)
requires corporates to develop a written
capital plan. The regulation requires the
corporate to develop and implement
short and long term capital goals,
objectives, and strategies that provide
for building capital consistent with
regulatory requirements, and capital
sufficient to support a corporate’s
current and projected business risks.
The plans are subject to review by
NCUA through the supervision process.
The commenters believe this
requirement provides NCUA the
ongoing opportunity to monitor and
exert regulatory oversight over a
corporate’s capital intentions.

Only one commenter, a bank trade
association, objected to the elimination
of the reserve transfer requirement.

The Board believes that a minimum
RUDE ratio may have the unintended
consequence of limiting the traditional
role of corporates as depositors of excess
liquidity for natural person credit
unions. As such, the minimum RUDE
ratio requirement has been eliminated
from the revised proposal.

The Board remains convinced of the
need for corporates to continue to
maintain an adequate level of retained
earnings. To that end, the revised
proposal adopts several of the
commenters’ suggestions, in addition to
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incorporating existing requirements in
§704.3.

Rather than the proposed minimum 2
percent RUDE ratio requirement, the
revised proposal provides a mechanism
for increasing retained earnings to 2
percent on an ongoing basis. The
earnings retention requirement in
§ 704.3(i) includes features of the
existing reserve transfer requirement, in
addition to a core capital measurement.

As the current regulation does not
define retained earnings, the revise
proposal adds a definition. The
definition specifically excludes GAAP
recognized “other comprehensive
income accounts” such as unrealized
gains and losses on available for sale
securities. These accounts may distort a
corporate’s capital position; so the
Board is excluding these accounts from
the definition. Additionally, the
definition excludes the allowance for
loan and lease losses. Although the
allowance for loan and lease losses is
nonexistent in most corporate credit
unions, it may become more common in
corporates that engage in loan
participations with their members under
the proposed Part V expanded authority.
Since the allowance for loan and lease
losses is funded to the amount of
anticipated losses, the Board contends
that amount should not be recognized
for the purpose of determining retained
earnings.

Numerous commenters
recommended, in lieu of a minimum
RUDE ratio, retaining the reserve
transfer requirement in the current
regulation as a means of building
capital. The Board agrees with the need
to increase capital but believes the
existing reserve transfer requirement
may not result in the accumulation of
retained earnings. Under the current
regulation, a corporate can meet its
reserve transfer requirement without an
overall increase to retained earnings.
Therefore, the revised proposal
establishes an earnings retention
requirement of 10 or 15 basis points per
annum based upon the corporate’s
retained earnings and core capital ratio.
The earnings retention requirement is
established at 10 and 15 basis points to
provide for the building of retained
earnings while also recognizing the
value of PIC.

Several commenters also
recommended adopting a core capital
measurement to recognize the value of
PIC. In response, the Board has re-titled
the existing definition of ‘“‘reserve ratio,”
which includes retained earnings and
PIC, as ““core capital ratio.” The core
capital ratio, in conjunction with the
retained earnings ratio, is used to
determine the earnings retention factor.

A number of commenters noted that
PIC, a long-term capital account, is
available to absorb losses. The Board
agrees with the need to recognize the
value of PIC in the capital structure of
corporates; however, the Board also
notes that the major disadvantage of
using PIC rather than retained earnings
to absorb losses is the potential for
erosion of member confidence in the
viability of the corporate. The Board is
establishing an earnings retention factor
to serve the dual purpose of building
retained earnings while also providing
value to PIC. As such, a corporate with
a core capital ratio greater than 3
percent will have a lower earnings
retention factor than a corporate with a
core capital ratio less than 3 percent.

The Board notes the earnings
retention requirement eases the
regulatory burden on corporates from
that in the proposal. Under the
proposed regulation, a RUDE restoration
plan was required if the RUDE ratio fell
below 2 percent. Rather than requiring
a corporate to submit a RUDE
restoration plan if the retained earnings
ratio falls below 2 percent, the revised
proposed rule establishes a specific
restoration plan for retained earnings.

The Board is cognizant that
circumstances may arise where
corporate management will have to
make operational decisions that are in
the best interest of the corporate, but
may also result in an inability to meet
the earnings retention requirement. To
provide flexibility, the Board permits
corporates to meet earnings retention
requirements on a rolling three-month
average. The regulation also allows a
corporate to pay dividends without
prior approval if its retained earnings
ratio falls below 2 percent, if the
retained earnings ratio was already
below 2 percent but the corporate has an
increase in retained earnings for the
current measurement period, or if the
corporate experiences a loss on the sale
of investments. In addition, the
regulation provides the OCCU Director
the authority to approve a lower
earnings retention amount to avoid a
significant adverse impact on the
corporate.

The Board believes it is imperative to
the long-term safety and soundness of
the corporate credit union system that a
regulatory framework exist to facilitate
the ongoing accumulation of retained
earnings. An earnings retention
requirement will provide certainty to
corporates as to regulatory
requirements, while permitting
corporates the flexibility to continue the
vital role they play in assisting natural
person credit unions in serving their
members.

The Board is steadfast in its
contention that a credit-risk weighted
capital approach is not the best measure
for risk in corporates. Further, there
exists a divergence of opinion in the
financial community as to the validity
of some of the risk weights assigned to
the various risk categories.

Several outside studies of the
corporate credit union system have been
critical of using credit risk as a primary
means of measuring overall risk in
corporates. The report entitled
“Corporate Credit Union Network
Investments: Risks and Risk
Management,” issued in 1994 by a
committee headed by Dr. Harold Black,
indicated many corporates traditionally
take very little credit risk, but instead
assume a higher level of interest rate
risk. The General Accounting Office
(GAO) reports of 1991 and 1994 both
noted that an over reliance on credit-
risk weighted capital failed to fully
capture other risks (market, liquidity,
and operational) in corporate credit
unions. A December 1997 study by the
Department of the Treasury specifically
stated that a credit-risk weighted capital
approach ‘““is inappropriate given that
corporate credit unions generally have
little credit risk.”

Capital Directive, Section 704.3(h)(i)

The proposal made the capital
restoration requirement in current
§ 704.3(f) applicable to a corporate
failing to meet the minimum RUDE
ratio. Since the revised proposal
eliminates a RUDE ratio requirement,
this issue is moot and there are no
changes to the current rule.

Eight commenters indicated there
should be an appeal process in this
section, similar to the procedures for
prompt corrective action (PCA). 12 CFR
part 702. Several commenters suggested
that the public disclosure of the
existence of a capital directive or capital
restoration plan in a corporate credit
union could be disastrous to the
reputation of the institution. One
commenter opposed the current
inclusion of any kind of capital
restoration plan in the regulation.

Although the revised proposal does
not add a specific appeal process to this
section, the regulation continues to
require NCUA Board approval of capital
directives.

Board Responsibilities, Section 704.4

The proposed rule changed the term
“operating policies” to “policies”
throughout this section and changed the
title of subsection (c) to “Other
requirements.” The commenters
supported this change and it has been
retained as proposed.
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Investments, Section 704.5

The proposed rule deleted several
investment-related definitions no longer
used in the regulation and amended the
definitions of: Asset-backed security
(ABS), Collateralized mortgage
obligation (CMO), Forward settlement,
Quoted market price, Mortgage related
security, Regular-way settlement,
Repurchase transaction, and Residual
interest. The few comments received on
these definitions supported the
proposal, and they have been deleted or
amended as proposed. As discussed
below, the revised proposed rule
includes a new definition of a limited
liquidity investment.

Policies, Section 704.5(a).

The proposed rule combined the
policy requirements in this section and
deleted “if any” from § 704.5(a)(1) to
clarify a corporate must have
“appropriate tests and criteria” to
evaluate investments it makes on an
ongoing basis, as well as new
investments. No comments were
received on these provisions, and they
have been retained as proposed.

Section 704.5(a)(2). The proposed rule
deleted the requirement that the
investment policy address the marketing
of liabilities to its members. No
comments were received on this
provision, and it is deleted in the
revised proposed rule.

The proposed rule added a
requirement for a corporate to establish
appropriate aggregate limits on limited
liquidity investments, including private
placements and funding agreements. A
number of commenters observed many
privately placed securities have active
quoted markets or readily obtainable
market quotes, with liquidity
comparable to publicly registered
securities. In response to those
comments, the Board notes other private
placements do not have readily
obtainable market quotes. A corporate
would have difficulty selling such
investments with reasonable
promptness at a price that corresponds
reasonably to fair value. The Board also
is concerned if there is only one active
market purchaser for a private
placement or a funding agreement. The
revised proposed rule omits the
examples of limited liquidity
investments, defines a limited liquidity
investment to mean a private placement
or a funding agreement, requires a
corporate to specify concentration limits
in relation to capital and requires the
investment policy to address reasonable
and supportable concentration limits for
limited liquidity investments. By
reasonable, the Board means

concentration limits should be
economically reasonable. By
supportable, the Board means the
investment policy should address the
prepurchase analysis a corporate should
undertake before making a limited
liquidity investment. For example, the
investment policy may require a
prepurchase analysis to include
estimates of bid-asked spreads and, also,
an estimate of the time necessary to sell
a limited liquidity investment.

Several commenters suggeste